This article analyzes the debate over the origins of the Great Recession in the United States. The author analyzes three perspectives: the first is the position spearheaded by John B. Taylor, who proposes the Great Deviation. The second is that of Alan Greenspan, Donald L. Khon, Ben S. Taylor, quien habla acerca de una "Gran Desviación". La segunda es la que proponen Alan Greenspan, Donald L. Khon, Ben S. Bernanke, Frederic S. Mishkin y Lars E. O. Svensson, quienes atribuyen la crisis a un desequilibrio global entre ahorro e inversión. Y la tercera se refiere al punto de vista de Robert Hetzel, Anna Schwartz, and Alan Meltzer, conocidos herederos de la tradición monetarista, quienes acusan a las autoridades de haber provocado la crisis e implementar soluciones erróneas. Para concluir, el autor presenta la opinión de dos premios Nobel en Economía: Paul Krugman y Joseph Stiglitz.
essays the hypothesIs of the greAt devIAtIon
The starting point for this analysis of the discussion on the origins of the U.S. crisis is the central thesis of John Taylor (2009) , 1 who formulated the Hypothesis of the Great Deviation. Taylor asserts that a combination of erroneous Fed monetary policies generated the crisis. In his opinion, the economic crisis began gestating years before, in the period from 2002 to 2004, when the central bank's policies on federal funds rates, the signal instrument of its monetary policy, were well below those recommended by the Taylor rule.
The excessively relaxed monetary position during those years accelerated the boom in the housing sector, generating strong financial pressures on the United States and other countries, which then sparked and ignited the crisis. Due to this, decisions to lower U.S. interest rates influenced other nations' decisions to lower tax rates, creating a global interaction between central banks that resulted in excessive lowering of interest rates worldwide. Those nations that deviated most radically from the Taylor rule experienced the most powerful dynamism in their housing sectors. Indeed, this correspondence was sufficiently profound to establish a direct relationship between the size of deviation from the rule and the mortgage increase experienced.
In the period when interest rates were at their lowest, in relation to the dictates of the Taylor rule, the number of mortgages grew because borrowing became extremely attractive. This drew more and more families into the housing market, in turn pushing up housing prices. At the same time, low interest rates and rising housing prices attracted increasing numbers of investors, enticed by risk-taking, with nothing to deter them. In addition to all this, a government policy, headed by the institutions Fannie May and Freddie Mac, supported lower-income families in acquiring credit.
Investors in the housing sector went much too far and began granting credit to lower-income families with variable credit rates. These contracts were securitized via highly complex instruments, promising high returns for their holders. The qualifying agencies underestimated those obligations' risk due to incompetence and irresponsibility, as well as the difficulty of evaluating such complex risks. In the end, mortgage-backed securities detonated the crisis in the housing sector and eventually the financial crisis.
However, Taylor emphasizes that the worst was yet to come. Once the financial crisis began, authorities diagnosed problems of liquidity, when in reality the prob-1 John Taylor is considered by many to be the most influential monetary economist in the world. His research on the use of policy rules is among the most widely consulted and studied, and his work has had notable influence on many, if not most, global monetary policy managers. Many of the analytical instruments currently studied in the monetary arena bear his last name. For example, the Taylor curve, the Taylor tripod, the Taylor principle, and, most notably, the Taylor rule.
Mario rojas Miranda norteaMérica lems lay in counterpart risk. If the problem had been a lack of liquidity, providing it through streamlining loans in the discount window or putting new facilities into operation would have been appropriate. However, if the problems were due to counterpart risk, then focusing direct attention on the quality and transparency of the balance sheets of the banks involved would have been called for. This would have required more transparency, dealing directly with the growing number of unpaid mortgages, or attempting to attract more capital to the banks or other financial institutions.
Nonetheless, the financial confusion in the inter-bank markets was not due to a liquidity problem or to a problem that could be solved using the central bank's liquidity tools. On the contrary, it was due to problems of counterpart risk, to which the causes of the financial crisis were linked. However, this was not the diagnosis that drove economic policies during the crisis. Consequently, it continued. The government's liquidity-injection programs did not work according to the Taylor rule, notable among which was the Term Auction Facility (taf), 2 which failed to i) diminish the spread in the money market; ii) increase the flow of credit; and, iii) lower interest rates.
Another policy response that, from Taylor's point of view, failed to work was the Economic Stimulus Act, passed in January 2008. The majority of this package consisted of sending more than US$100 billion in checks to individuals and families in the United States. The fundamental rationale was to provide them with spending money, which would drive up consumption and in turn stimulate the economy. This failed to work because it did not address the origin of the crisis. Another failed response was the drastic slash in federal interest rates during the first semester of 2008.
The target of the federal funds rate plummeted from 5.25 percent to 2 percent from April to August 2008; this prompted a brisk depreciation of the dollar and an enormous increase in the price of oil and other commodities, dealing a blow to the economy and prolonging the crisis.
The crisis continued for more than a year and then worsened; the announcement of the US$700-billion aid program for bad securities was poorly received by financial market participants, who realized the situation was even worse than they had thought. This, in turn, generated mistrust in the effectiveness of the government's actions to bolster the economy, and the program's operations lost clarity. A lack of knowledge and clarity surrounding the procedures and criteria whereby the government could intervene in business were constants at the time. Another point that Taylor highlights is that the rules the government followed to decide to intervene The fact that the initial rise and subsequent fall of housing prices was not exclusive to the U.S. must also be taken into consideration. In fact, some countries experienced even greater oscillations in housing prices. In the period prior to the crisis, central banks in the majority of countries did not ease monetary policies to the extent that the Fed did, and consequently they enjoyed low interest rates. However, this pronounced, generalized low, experienced across different parts of the developed and developing world, was due to the excess of global savings that strongly predominated in the first years of the twenty-first century.
Something that undoubtedly fed the crisis was complacency. sparked declines in traditional output in the short term, principally in treasury securities, inciting investors to develop other, more profitable investments.
The income from external savings might have been beneficial for the country if it had in turn been well invested. This, however, did not occur. The financial institutions very aggressively opposed this plethora of capital, making credit for families and businesses extremely cheap and easy to access. This rise of credit fed the dynamism of the housing sector, unleashing a mortgage boom. However, many of these loans were given under inadequate or adverse conditions for the borrowers, including in many cases little or no down payment for those wanting a home. Moreover, the regulators did not foresee these bad practices, due in part to the fact that many of these deficient loans were granted by institutions subject to little or no federal regulation.
In this search for profitability, financial institutions developed new investment instruments that were characteristically complex in form and difficult to understand. These new assets implied new forms of risk that neither investors nor the financial institutions that designed them were capable of calculating with certainty.
For Bernanke (2009b), the epicenter of the crisis was the mortgage-cycle debacle in the U.S. and the risk associated with the delinquency of sub-prime mortgages, which imposed substantial losses on many financial institutions, shaking investor confidence across all credit markets.
The Fed's actions in confronting the development of the crisis have been the object of many critiques; outstanding among them is John Taylor's (2009 at that point the threat to the global financial system was extreme, and the confidence of participants in the financial system was rapidly deteriorating. The Lehman
Brothers investment bank had declared bankruptcy one day before and the mortgage giants Fannie Mae and Freddie Mac, after suffering losses that threatened their solvency, had been supported by the government two weeks before. Moreover, the Lehman Brothers collapse the previous day, which the Fed and the Treasury had tried unsuccessfully to prevent, changed the credit markets in ways that had consequences for the entire global economy.
For Bernanke, the Fed and the Treasury had by that point become extremely worried about the stability of other financial institutions. Historical experience shows that once global financial panic begins, it can spread rapidly. The collapse of AIG could have driven the global banking system into even greater decline. As a result, the Fed, with the support of Treasury, made a loan to aig to prevent its collapse.
In the words of Bernanke, "preventing the failure of aig was the best of the very bad options available" (2009c). Nonetheless, the action was considered unjust in the light of the collapse of thousands of small businesses (Bernanke, 2009b) .
For Frederick Mishkin (2010), 6 the crisis was due to a bubble in the mortgage sector fed by a rise in the U.S. housing sector, in turn fed by a substantial increase in credit. The bursting of this mortgage bubble generated losses in one segment of the financial system. The financial crisis worsened with the fall of Lehman Brothers, the collapse of aig, bank runs in the U.S. shadow banking system, and the uncertainty 6 Mishkin is a notable figure in the U.S. and global financial world. He is a U.S. American economist and professor at several universities, acclaimed for his academic work, his research, and his work as a Fed official. Mishkin has collaborated closely with Bernanke, and together they wrote the famous paper Inflation targeting: a new framework for monetary policy? As a leading Fed official, he has played the role of executive vice-president, director of research at the Fed Bank of New York, economist in the Federal Open Market Committee (fomc), and member of the Fed's Board of Governors. For this reason, Mishkin's research complements and reinforces Bernanke's explanation. For Mishkin, the uncertainty and the credit crunch in the financial system continued and overtook the investment bank Lehman Brothers, which had a market value of US$600 billion and a workforce of 25 000. This was considered the greatest collapse in U.S. history. It was followed by the problems at AIG and its rescue by the According to Mishkin, the authorities managed only an unprecedented average response: conventional and unconventional monetary actions, banking stress tests, the rescue of a few financial institutions, and fiscal policy measures. That said, the effectiveness or lack thereof, of those actions remain part of an intense debate. For some, those policies were ineffective, and in some cases even fueled further risk in Svensson points out that, before the crisis, the economic environment, which could be qualified as exceptional, was characterized by low interest rates in international markets. These were the result of an enormous global imbalance between savings and investment, as well as a period of prolonged growth with low, stable inflation due to the Great Moderation. This generated highly favorable investment conditions, prompting economic agents to systematically and persistently underestimate the excessive risk-taking in the financial markets.
Moreover, this extensive period, characterized by very low interest rates not only in the U.S. but in the majority of European nations as well, distorted the incentive environment within the real economy. This created conditions in which financial agents were powerfully induced to notably increase their risk positions in different markets, especially in real estate, which exhibited elevated growth rates caused by 7 Together with Mario Draghi, president of the European Central Bank and his counterparts Mark Carney, governor of the Bank of England and Jens Weidmann, president of Deutsche Bank, Lars Svensson may be considered among the most influential monetary economists in Europe. He is a pioneer in the development of the inflation targeting framework, dominant in most of the world's central banks, including the Bank of Mexico, a focus to which three decades of low levels of inflation around the world may be attributed.
Svensson is a member of the generation of professionals who revolutionized the science of economics by developing and incorporating rational expectations into economic theory. He has an excellent theoretical education, a long academic career, and is a successful formulator of policies at the international level. His academic career began at the University of Stockholm, Sweden; a short time later he obtained his doctorate in economics in 1996. He was a professor at Princeton University in the United States until 2007, the year when he was appointed deputy governor of Sveriges Riskbank, Sweden's central bank. Furthermore, Svensson notes that the growth of credit and the rise in housing in the U.S. and around the world were very powerful factors, as were global inequalities, the abundance of global savings, and the lack of investment, which generated low real interest rates. Only a small portion of the increase in housing prices can be attributed to monetary policy. To further strengthen this argument, he claims that no relationship existed between the mortgage rate and the price of housing. Rather, for him, what influenced housing sector growth was the development and extensive use of complex instruments that fostered mortgages. That was more important than the low levels of short-term interest rates.
In accordance with this point of view and to detain the growth of credit and the rise in housing, it would have been necessary to increase interest rates, which would have caused considerable damage. That is why interest rates higher than those prevailing before the crisis might have had a null effect on the regulatory problems, dis- According to Hetzel, family wealth has declined significantly at other times, for example 1969-1970, 1974-1975 and 2000-2003 ; however these drops were smaller and relatively stable. 10 Anna Schwartz began money supply studies together with Milton Friedman in the 1970s. Her research was published in the widely known A Monetary History of the United States 1867-1960, which she coauthored with Friedman, and which lends empirical support to monetarist theory. Among their conclusions is the suggestion that the Fed was responsible for the 1929 crisis in the U.S. due to its total passivity during the banking panic of the Great Depression and its failure to carry out its role as lender of last resort to prevent it. Three decades later, Bernanke (2002) Continuing with Schwartz, in her view, another element that favored the outbreak of the crisis was the wide-scale adoption of sophisticated investment instruments that had not existed before. These instruments had various characteristics; among the most salient were the difficulties in determining prices and the risks of default. The banking innovations, in particular the practice of these sophisticated instruments, made lending activities on mortgages extremely complex, in that the risk inherent in these financial instruments changed to such a degree that neither the buyer nor the seller understood the risk that the use of such instruments entails, and the values of the mortgages that backed them up were then difficult to determine.
Moreover, financial institutions resorted to the practice of packaging on a discretionary, arbitrary basis. Mortgage loans of different qualities were bundled together, including sub-prime loans, with commercial paper, student loans, auto loans, and all kinds of other loans. The authors of such packaging never explained to investors how to calculate the price or risk of these investments. According to investors, these calculations could be done by the rating agencies; however, this was not true.
Mario rojas Miranda norteaMérica
The worst of all this was that the authorities charged with regulating and supervising the financial institutions knew about the packaging practices and the uses to which they were put, and tolerated them, letting the actions continue with the consequences that are now widely known.
Likewise, the collapse of the market for some financial instruments, in particular the market that determines the value of interest rates through auction, negatively influenced the spread of the crisis due to a debt market looking for long-term funds with a degree of short-term liquidity. Their function is vital since it is one of the world's most liquid markets. The principal issuers are municipal governments, hospitals, museums, and authorities looking for financing. The Fed's role in the period prior to the crisis is fundamental to understanding the end of the Great Moderation. Other elements such as the role of government and the authorities charged with regulation and supervision were also important determinants in prolonging the economic contingency.
Allan Meltzer's Perspective
As for Schwartz (2009) , for Allan Meltzer (2009) 11 Fed is responsible for the crisis. In
Meltzer's view, Greenspan made a mistake by keeping interest rates extremely low for too long. Meltzer argues that Greenspan (2008b) was wrong if he feared that the U.S. could suffer deflation. The risk of deflation in an economy with budgetary deficits and dollar depreciation is, from a long-term perspective, minimal. In any case, Greenspan thought he was facing deflation; hence, he maintained an overly monetary policy for a long time, which was an error. Nevertheless, although the Fed helped to stimulate a climate in which credit was abundant, the decision to take risks remained with the private sector.
Another element to consider is the uncertainty generated by the Fed through its management role at the forefront of the crisis. Meltzer, an expert on the history of the Federal Reserve, argues that in more than 100 years, it has never enunciated its poli- From Meltzer's point of view, if an investor is managing an investment portfolio, he/she wants to know what the next step will be and the next step will depend on whether the Fed helps a business in their portfolio in the midst of crisis or not. But how can he/she know? Creating financial uncertainty is a mistake, and thus needs to be corrected. For this reason, the Fed needs to define its policy of lender of last resort. In Meltzer's opinion, the Fed needs to undo its too-big-to-fail policy. If a bank is too big to fail, then it must fail. During the time the crisis lasted, Meltzer strongly criticized the government's intention of wanting to change the bankruptcy law to fit the circumstances.
As a strict defender of rule-based versus discretionary actions, Meltzer maintains that the rules must be clear to all and not change for a long time. The benefit of a bankruptcy law is that instills in people the idea they can always wait for circumstances to change. If that law changes according to the circumstances, it would be a violation of the rule of law. At the same time, he criticizes government handling of the twin mortgage giants, among other reasons because it permitted waiving downpayments on mortgages, which is evidence of political pressures to get people into houses even if they could not make the payments.
Two Nobel Prize Winners Confront the Crisis

Paul R. Krugman's Opinion
For Krugman (2008) , 12 the crisis that broke out in the U.S. had multiple origins. Nevertheless, unlike the group of central bank economists, Krugman focuses on the state, the Fed, Washington, the market, big financial institutions, and, of course, Wall Street. For him, both the state and the market are culpable for the crisis that had its epicenter in the U.S.
In terms of the market, in Krugman's words, "The financial innovations were precisely those which brought the financial system to the edge of the abyss" (2012:
12 Paul Robin Krugman is a world-famous economist and is without doubt polemical. If someone were asked to think of a financial expert, surely the name Paul Krugman would come to mind. In 1991, he received the greatest prize granted to financial geniuses, the John Bates Clark Medal, and in 2008 he was awarded the world's highest honor, granted by the Swedish government, the Nobel Prize in Economics. Krugman is known as a polemical economist, coming close to economic heterodoxy, but without negating the classical bases of economics. Many may consider him a neo-Keynesian, although as always there are differences that belie such comparisons. He defines himself as follows: "I see myself as someone close to neo-Keynesianism" (2012: 56). 32). Examples of such innovations were the collateralized credit obligations comprised of bad quality mortgages, which then formed aaa-rated credit securities that were acquired by investors from the U.S. and around the world. These securities enabled the banks to continue expanding their credit and make huge profits. Supposedly these holdings were backed by recognized institutions such as the American
International Group against all losses.
Government regulators gradually relaxed the norms, establishing fewer controls and offering greater opportunities for creating sophisticated financial instruments that few understood, but many preferred. Deregulation, which began in the 1980s, was coupled with inaction in the face of the new challenges to the U.S. financial system in the first years of the twenty-first century (Krugman, 2008) .
Krugman highlights the authorization of the merger of commercial banking with investment banking, banned after the Great Depression. Parallel banking also grew and was not subject to the same regulation as traditional banking, allowing it to grow even larger. An additional element was that the appetite for risk increased.
Similarly, at the time of the financial crisis, banks had very low percentage levels of capital to underwrite their liabilities, making them very vulnerable and allowing bankers to fall into mortal risk. In short, a less regulated financial system led to increased debt and risk-taking.
Krugman does not place the blame on Fannie Mae and Freddie Mac for having driven home purchases with mortgages among low-income sectors and above all among those without co-signers or collateral. For him, Fannie Mae and Freddie Mac were simply doing business; they allowed these things to happen but they did not drive the sale of mortgages as other economists have claimed.
In a typical critique characteristic of Krugman, he takes a hard position against modern conservative thinking, noting that its representatives claim that unrestricted markets and the unregulated search for personal and economic gain are the keys to prosperity, but, on the other hand, blame the state and its efforts to regulate sectors of the economy (Krugman, 2008) .
Joseph E. Stiglitz's Opinion
According to Stiglitz (2010) , 13 an unregulated market inundated with liquidity and low-interest products, a global housing bubble, and high-risk loans were the roots of Stiglitz argues that in contrast to Bernanke's claims, he could have intervened to avoid the growth of the bubble in the real estate sector, increasing the reserve's margin requirements. Similarly, Stiglitz is critical of Greenspan for affirming that the abundance of liquidity coming from Asia kept interest rates very low. He also highlights the deficiencies of the regulating agency and lax regulations in line with the deficient regulation over financial institutions (Stiglitz, 2010) .
conclusIons
The authors cited in this article are recognized monetary experts. Together, they have written the new analytic precepts for the manuals of modern monetary theory used around the world. Though they seem quite divergent, in truth their arguments over the origin of the Great Recession have a great deal in common. First off, we can say that all of them, except Krugman and Stiglitz, who are considered production economists, are seen as monetary economists. As such, it is no coincidence that, for all of them except those two, the origin of the Great Recession, which lasted for more than eight years according to renowned economists, was monetary. That is to say, their attention focused on the administration of money by the U.S. central bank, the Federal Reserve System, founded in 1913.
At the very least, all these economists agree on the following points: i) inflation is a fundamental monetary phenomenon, which is to say that its control rests with the central bank and not with any governmental office; ii) a natural unemployment rate exists that is independent of monetary factors; iii) the supposition of rational expectations; and, iv) the problem of the inconsistency dynamic. They all agree that economic growth obeys real rather than monetary factors, and that, therefore, money must remain a perturbation factor in the economy. On the other hand, some agree with the proposition of the ineffectiveness of monetary policy, while others think the focus should be on inflation targets, recognized as good monetary policy.
During the twentieth century, the United States was a global monetary laboratory and exported theoretical and practical knowledge about monetary issues to the rest of the world. As with the Great Depression, the Great Inflation and the Great Moderation, the origin of the Great Recession was attributed to the Federal Reserve's monetary policy. In the case of the Great Recession, whether the analyst is in favor of or opposed to this argument, the problem revolved around how money is converted into a source of perturbation in the economy or, on the contrary, how monetary management regulated behavior, and that it is advisable to achieve price stabilization and feed prolonged cycles of economic growth. In the last years of the Greenspan era, cheap money policies that fed bubbles in diverse sectors of the economy predominated, including the immense bubble in the housing sector. Greenspan's policies had impacts on the global economy. Financial globalization favored the coordination of policies among the central banks of the world's foremost economies. Added to these cheap money policies was the deregulation of the financial system that had begun in the 1980s. When the crisis broke out in the financial sector, the real economy was rapidly infected, affecting the production of goods and services as well as employment.
Containing the economic emergency was Ben Bernanke's responsibility; years earlier he had publicly proclaimed that the Federal Reserve had acted poorly during the Great Depression. Bernanke dealt with abrupt drops in the world's stock exchanges by coordinating synchronized responses from the globe's foremost central banks, something never seen before. Nevertheless, some of the actions taken were inadequate. For example, they decided to rescue some financial institutions while allowing others to collapse; and the target rate for federal funds rapidly dropped to zero, generating an abrupt depreciation of the dollar, an appreciation of the rest of the currencies, and collateral effects on the prices of some commodities.
The arsenal of standard monetary policy was exhausted, and, in an unprecedented move, the Federal Reserve implemented non-conventional monetary policy.
The U.S. economy underwent eight years of very low interest rates, something never before seen in the modern era. However, this did not translate into a timely fortification of production and employment. On the contrary, economic growth remained weak to mediocre for many years. It would not be long before the economic literature would come to name this period in U.S. economic history the "Great Recession."
